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DEPARTMENT OF TRANSPORTATION

WASHINGTON, D. C.

---------------------------------------------
Joint Application of :

:
UNITED AIR LINES, INC. ..

and :
DEUTSCHE LUFTHANSA, A.G. :
(LUFTHANSA GERMAN AIRLINES) :

:
for approval of and antitrust immunity :
for an expanded alliance agreement ..
under 49 USC 41308 and 41309 :
---------------------------------------------

OST-96-1116

MOTION FOR LEAVE TO FILE AND RESPONSE OF
AMERICAN AIRLINES, INC. TO APPLICANTS' JOINT REPLY

American Airlines, Inc. hereby moves for leave to

file the following response to the joint reply submitted on

April 12, 1996 by United Air Lines, Inc. and Lufthansa German

Airlines. American's response should be accepted in the

interest of a complete and accurate record for the Department's

consideration.

I. THE DEPARTMENT SHOULD NOT PROCESS THE UNITED/
LUFTHANSA REQUEST AHEAD OF OTHER IMMUNITY APPLICA-
TIONS THAT WERE FILED MONTHS EARLIER.

The United/Lufthansa application was filed less than

two months ago, on February 29, 1996. The Delta/Sabena/

Swissair/Austrian immunity application was filed on September

8, 1995 (OST-95-618), and the American/Canadian immunity
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application was filed on November 3, 1995 (OST-95-792). Yet

United and Lufthansa contend that there is no reason not to

process their request first.

The Department should not permit United and Lufthansa

to jump the queue. Orderly administrative procedures, and

basic principles of fairness, require that applications seeking

similar authority should be considered in the order they are

received. Delta's request has been pending for nearly eight

months, and American's for nearly six months. There are no

compelling distinguishing factors to justify consideration of

United's application out of turn.'

Indeed, there are strong reasons why the United/

Lufthansa combination should require far more detailed and

time-consuming scrutiny than either of the other two long-

pending applications for immunity. The U.S.-Germany market is

the second largest in Europe, after the United Kingdom, and the

'United and Lufthansa cite the phase-in provisions of the
U.S.-Canada agreement as l'material  factual differences" with
what they characterize as the "Open Skies agreement concluded
between the United States and Germany" (p. 4 n. 3). United and
Lufthansa neglect to mention that the U.S.-Germany agreement
itself fails to meet an "objective I1 definition of open skies,
as ground-handling services in Germany remain restricted.
Moreover, any contention that the U.S.-Canada agreement does
not permit unlimited Fifth Freedom services is belied by the
fact that, as a matter of geography, Fifth Freedom services
beyond Canada are not remotely comparable in importance to such
services beyond Germany, and for that reason (as provided in
the Framework Agreement) the U.S.
in negotiations with Canada.

did not even seek such rights



-3-

arrangement proposed in this docket involves two of the largest

carriers in the world. In these circumstances, the public

interest would not be served by out-of-turn action on the

United/Lufthansa immunity application. The Department should

process the long-pending Delta and American requests first in

the interest of orderly procedures and basic fairness.

II. ANTITRUST IMMUNITY SHOULD BE WITHHELD FROM UNITED/
LUFTHANSA UNTIL LUFTHANSA'S ANTICOMPETITIVE
CRS BEHAVIOR IN GERMANY HAS CEASED.

As explained in our answer, SABRE has encountered a

succession of barriers in its effort to participate in the CRS

market in Germany. Because of these impediments, SABRE has

attained a market share of only five percent after nearly 10

years of effort, despite the fact that SABRE has consistently

been voted the world's best CRS by travel agents. This minus-

cule share of the German market stands in stark contrast to the

relative success SABRE has enjoyed in less closed markets, such

as the United Kingdom and Italy, where SABRE's market share is

15 percent. See SH&E Study on CRS Charging Principles for the

European Commission, August 1995, p. 15 (Attachment 1).

In Germany, Lufthansa's system, Amadeus, has been

able to maintain an overwhelming market share of 82 percent.

It has succeeded in locking out CRS competitors because (1) a

number of German travel suppliers, including German Rail and

TUI, have refused to participate at any level in any CRS except
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Amadeus, and (2) Lufthansa, far and away the dominant air

carrier in Germany, has withheld from other systems functional-

ity comparable to what it offers in Amadeus.

In an attempt to minimize the importance of these

undeniable facts, Lufthansa and United first claim that having

fair access to the German CRS market is not related to the

ability of American and TWA to compete as airlines with

Lufthansa and United (joint reply, p. 15). That position

ignores the Department's long-established precedents. For

example, in finding that British Airways, by obstructing the

distribution of SABRE in the United Kingdom, had violated

American's right to compete fairly in the U.S.-U.K. market, the

Department said:

"The opportunity guaranteed by the [U.S.-U.K.
Air Services Agreement] is the ability to
market the airline services authorized by
the bilateral on terms comparable to those
available to British Airways, the owner of
the only CRS significantly used now by U.K.
travel agents. The ability of U.S. carriers
to have a meaningful opportunity to establish
CRSs in the United Kingdom is critical to the
exercise of their bilateral right to a fair and
equal opportunity to compete. Even a CRS com-
pletely devoid of anticompetitive or discrimina-
tory elements provides a competitive benefit to
the host carrier, much in the same way that
ownership of any facility needed for the marketing
and operation of airline services, such as airport
gates, enhances a carrier's market presence.
Computer reservations systems, moreover, are now
the primary tool for notifying travelers of each
airline's services. Thus, we conclude that the
'fair and eaual onnortunitv' clause in the U.S.-
U.K.Air Services Aareement annlies to the abilitv
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of the carriers to have the onportunitv to market
their services throush their commuter reservations
systems" (Order 88-7-11, July 8, 1988, pp. 12-13,
emphasis added).

United itself urged the Department to apply this same

fundamental principle in a proceeding involving impediments to

United's efforts to market Apollo in Japan. In that case, the

Department expressly relied on its decision regarding British

Airways, and concluded that:

"United has shown that its ability to market
its airline services in Japan is substantially
hampered by the impediments placed in the way
of its marketing of APOLLO.... The ability of
APOLLO to compete equally with JALCOM would
enable Untied to compete on an equal footing
with JAL in marketing its services through
Japanese travel agents" (Order 88-9-33, September
28, 1988, pp. 8-9).

The Department determined many years ago that the

right of U.S. carriers to fairly and equally compete with a

dominant foreign carrier subsumes the right to market its CRS

overseas, even if the foreign carrier's system is "devoid of

anticompetitive or discriminatory elements." Thus, the

Lufthansa/United argument -- that neither American nor TWA

*'suggest that their own U.S. -Germany air travel services are

not adequately and fairly distributed through the various CRS

systems available in Europe, including AmadeusI' -- is complete-

ly irrelevant.

Further, an analysis of CRS booking data for the

German market demonstrates that Lufthansa, for whatever reason,
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receives an enormously disproportionate share of bookings

through Amadeus in Germany as compared to the share it receives

from any other system in that country. The table below summa-

rizes the respective booking shares for the period January-

September 1995 of British Airways, Lufthansa, and American in

all four systems doing business in Germany:

Carrier Amadeus Galileo SABRE Worldsnan

BA 4.71% 9.10% 12.54% 4.19%

LH 52.28 16.44 10.14 9.53

AA 1.43 2.38 3.50 6.43

This data shows that Lufthansa receives a share of

bookings through Amadeus in Germany that is three to four times

greater than what it receives from any other system. On the

other hand, American does far worse in Amadeus than in any

other CRS there. Accordingly, the Department's conclusion in

prior proceedings that fair competition included a U.S. air-

line's ability to market its own CRS in foreign markets is

fully borne out in the German market. This data also shows

that, despite Lufthansa's allegations to the contrary, the

functional differences that Lufthansa has created for selling

its services through Amadeus and SABRE have had their intended

effect -- relegating SABRE and Worldspan principally to the

small sector of the agency market whose business is not so

heavily dependent on Lufthansa.
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Lufthansa next tries to avoid responsibility for the

barriers in the German CRS market by arguing that it 'Ihas no

control11 over the German tour companies and charter carriers

which refuse to deal with competing CRSs (joint reply, p. 17).

That argument is contradicted by the German trade press article

attached to American's answer. The article strongly suggests

that TUI's boycott of SABRE was a quid pro quo for Amadeus to

offer lower fees to TUI.

As to the argument that TUI and Lufthansa are not

acting in concert, the Department should consider the complex

web of cross-ownership that permeates much of the German travel

industry. The intimate and extensive links among Lufthansa,

TUI, and other German travel suppliers has been corroborated by

a special report on the European tour operator industry

prepared by the London-based Economist Intelligent Unit in

October 1992. See Attachment 2. Because the findings of that

report are directly pertinent to Lufthansa's protest that it

has not been acting in concert with TUI and others, we have

quoted as length below some of the most relevant passages:

"TUI's links to airlines are only indirect
through the companies with which it has con-
nections either because they are a shareholder
in one of its shareholders or through its own
cross-ownership with the Hapag Lloyd group.

lVOwnership: A Model of Complexity

"Weaving through the mass of cross-shareholdings
in the German travel industry to reach the core
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of control over TUI is a complex task -- as it
is with other major players in the German tour
operating business. What emerges, however, is
a marked upstream presence of the rest of the
the travel industry, in particular travel agencies,
as well as links to other major retailers/mail
order groups, Germany banks, and indirectly with
airlines.

* * *
"Three leading German travel agencies also have
crucial stakes in TUI. These are Amtliches
Bayrisches Reiseburo GmbH (ABR), Deutsches
Reiseburo GmbH (which is linked through minority
cross-shareholdings) and Hapag Lloyd Reiseburo
GmbH (which is also a shareholder in DER and ABR).

* * *
"Through these three travel agencies, TUI has
connections which stretch into most of German
banking, travel, and government. The German
government is ultimately a stakeholder in ABR via
the German railways and in DER via the railways
and Lufthansa. Deutsche Bank comes back into the
picture through a minority stake in Hapag Lloyd
AG, the parent of Hapag Lloyd Reiseburo GmbH.
TUI itself is also a significant minority share-
holders -- 10 percent -- in Hapag Lloyd AG.
Deutsche Bank is also a major force in the
supervisory board of Lufthansa, where it sits,
among others, alongside a representative of the
state of Bavaria, the main shareholder in ABR,
and of the Dresdner Bank.

* * *
"TUI does not own an airline, but it is tied
through cross-shareholdings to Hapag Lloyd and
to Lufthansa (and therefore to Condor) through
the airline's stakes in Hapag Lloyd and DER.
Touropa Austria is a joint venture with Austrian
Airlines" (pp. 76-77).

We do not purport to have completely untangled the

web of cross-ownership that may exist between Lufthansa, TUI,

and other German travel providers. However, based on the above

report and on other data American has been able to uncover, it

can be said that:
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l TUI owns 33.3% of START

0 Lufthansa owners 33.3% of START

0 Lufthansa owns 10% of Hapag Lloyd

0 Hapag-Lloyd owns 30% of TUI

l TUI owns 10% of Hapag Lloyd

0 German Rail owns 35% of Hapag Lloyd

0 German Rail owns 33.3% of START

0 German Rail owns 50% of TUI

0 Lufthansa, TUI, and German Rail have a number of

common shareholders and common board members

Lufthansa's influence through this web of share

interests was explicitly recognized by German Rail in a June

1994 letter in which it explained why, after years of negotia-

tions, it would not participate in SABRE. German Rail candidly

confessed that it was unwilling to participate in SABRE because

that would create a conflict with its START co-owners, Luft-

hansa and TUI. The letter further noted that Lufthansa was

"not interested" in making additional features available

through SABRE, and that Lufthansa, as a marketer for Amadeus,

was in direct competition with SABRE. See Attachment 3.

In our answer of April 3, 1996, we noted that SABRE

had filed a complaint with the German Cartel Office against

German Rail, alleging that German Rail's refusal to participate

in SABRE was an abuse of its dominant position. We further
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noted that in January 1996, following an investigation by the

Cartel Office, German Rail provided a commitment of undertak-

ings to participate in SABRE. While the parties have made

progress on technical issues, the latest round of commercial

discussions between SABRE and German Rail, scheduled for last

week, were unilaterally canceled by German Rail. Lack of

progress on commercial matters raises questions about German

Rail's interest in reaching a final agreement to participate in

SABRE. Any delay by German Rail in becoming a SABRE partici-

pant furthers Lufthansa's interest in preventing SABRE from

offering a competitive CRS in Germany.

It defies common sense to believe that Lufthansa's

same underlying interests and influence are not at work in the

decision by TUI (and by other Germany tour companies) to forego

distribution in SABRE. TUI's decision not only protects the

market position of START/Amadeus but, as shown above, also

enhances Lufthansa's revenue through the disproportionate

percentage of bookings that Lufthansa receives from START/

Amadeus subscribers.

In summary, Lufthansa is so tightly bound to TUI and

other German travel providers through cross-ownership, inter-

locking board relationships, and common upstream owners that

its protest that it has not been closely collaborating with

TUI, and with the other German travel providers which have



- 11 -

refused to deal with U.S. CRSs, lacks any credibility. Signif-

icantly, Neckermann, a tour provider second only to TUI but

without links to Lufthansa, distributes its products through

SABRE in Germany.

Finally, Lufthansa tries to dismiss out of hand

American's and TWA's complaints that Lufthansa has withheld

from SABRE and Worldspan vital functionality which it has

provided to Amadeus in Germany. Although it has a high level

of connectivity with SABRE, Lufthansa in fact makes some

important subscriber functionality available only through

Amadeus.

0 Lufthansa's most valued frequent flyers partici-

pate in the HON program, which gives passengers access to

desirable seats blocked for HON members, wait list priority,

and other special privileges. Amadeus can automatically and

interactively process a HON card number. That functionality is

not made available through any other CRS.

l Amadeus can issue tickets on departure (TODs), a

tremendously popular facility in Germany that is commonly used

by business travelers). For years, Lufthansa has made this

functionality available in Germany only through Amadeus.

Tellingly, in the United Kingdom -- where Amadeus does not

enjoy a near monopoly position -- Lufthansa has made TODs

available to SABRE. Lufthansa recently indicated that it is
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willing to test a new SABRE TOD function in the U.K., and that

it may make this functionality available to SABRE's German sub-

scribers. Only time will tell, however, if SABRE will finally

get this important functionality in Germany after years of

unequal treatment.

Given Lufthansa's dominance in the German air

transport market, we are at a loss to understand how Lufthansa

and United can seriously argue that reduced functionality has

had no impact on SABREls marketability in Germany (joint reply,

p. 18). Their argument is belied by the overwhelmingly domi-

nant position of Amadeus in Germany, the small number of

Lufthansa bookings made on any competing CRSs (and not just

SABRE), and the fact that the only two U.S.-controlled CRSs

competing in Germany have both complained that Lufthansa has

withheld important functionality from them.

We also note that Lufthansa's statement that it has

encountered llovercharging by SABREI' (joint reply, p. 19)

strains credulity. Of all the world's CRSs, it is Amadeus, the

system of Lufthansa, which is by far the most expensive. As

confirmation of the wide gap in pricing between Amadeus and

SABRE, Attachment 4 is a letter distributed by Galileo showing

CRS prices effective April 1, 1996. The Department will note

that, as attested to by Galileo, Amadeus's booking fees in

Europe are 5.5 percent higher than SABRE's, even without taking
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into account the fees of .62 ECU per ticket (about $.80), and

.12 ECU per credit card authorization (about $.15), assessed by

Amadeus.

Lufthansa is engaging in a number of discriminatory

and anticompetitive practices with respect to SABRE in Germany.

It would be contrary to the public interest for the Department

to approve the United/Lufthansa application for antitrust

immunity until these practices have ceased, and SABRE is

finally allowed to compete effectively in the German market.

Respectfully submitted,

R. BRUCE WARK
Attorney
American Airlines, Inc.

DAVID A. SCBWARTE
Associate General Counsel
American Airlines, Inc.

I

CARL B. NELSON, JR. I
Associate General Counsel
American Airlines, Inc.

April 23, 1996
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Exhibit 2.4

European CRT Market 1995
CRS  Shares (“A) of Bookings

MARKET Amadeus Galileo Sabre WorldSpan European
Share’

UK 7 73 15 5 16.7
@=t.lY 82 10 5 3 15.5
France 80 7 8 5 14.4
Scandinavia 75 15 10 12.4
IMY 15 65 15 5 9.6
Spain 82 10 3 5 9.5
Switzerland 10 80 5 5 3.8
Netherlands 10 55 5 30 3.6
Greece 30 60 10 2.5
Turkey 20 40 40 2.5
Portugal 3 90 7 1.5
Ireland 10 82 8 1.5
Belgium 22 37 17 24 1.6
Other 2 4.9

Total 49 36 9 6 100

Source: SH&E

’ Share of W European Sched Air Departures (May 1995)
2 Finland, Austria, Iceland, Luxembourg, Gibraltar, Monaco

Travel Aaencv Communitv

As Exhibit 2.5 indicates, travel agencies represent a significant and growing industry within
the EU. There were over 34,000 outlets in 1993, employing over 205,000 people. Despite
the stagnation in the travel industry during this period, agency outlets increased by 9.4%.
The combined turnover is estimated currently at over 60B ECU.

Exhibit 2.5

Travel Agents in the EU, 1990-1993
1990 1991

No. of Travel Agency outlets 3 1,250 33,500
Employment in travel agencies (000) 187.50 195.00
Turnover (ECU bn) 56.96 58.18

Source: EIU 1994

1992 1993
33,500 34,175
201.00 205.10

60.60 60.60

The subscriber market for CRS automation is focused on the “full-service” IATA agencies.
As Exhibit 2.6 indicates, these IATA agents account for about ‘/2 of all EC travel agency

SH&E 15



Ew sptcirl  Rcpm No Ml41 ATTACHMENT 2

1. T U I - Germany

TUI (Touristlk  Urrfor~ International) Lr ltcc dear lcada ia the Euqean tour operating business.
AtEcu26bnUtudr199l~aaaavaoneudrhJftimesOutofIrrneuMrivrl~~tn111-
round padcage travel dompany. Thomson of the UK Tbcre are fW de.ssin&ous or clients  Ih
whom TUI does not have a product, but sun-and-sand p&ages still form the backbone of its
business, with Spain Iccouming for 38 per cent of all those booking holidays with lUI, Gamany.
in 199(Lr91. WI has a complex ownership struuurc.  and is cotnrolIed  by lting Guman travel
a - _-. . . .

Most of WI’S expansion in recent years has ti through investmcnfs  in tour opauing companitS
outside Germany ti through downstream integration. Almost 30 per cmt of turnova now =
from outside Germany. . . . .

.i- * ._, : . . .
llx opening up of c&n Germany &expanded ihe’potc+ial  Of th$~&estic~ A&et. +UI also *,

.

has room lo consolidate its position further in southcm Germany where ii & historicrlli  -be+ l+ .: _.
strong, but has been  making up ground In recent years +-well as building up its Iong haul
business.

._.
After a major change of marketing direct& in ‘S98%9befo~owhg  ‘some &ggish perfot’~&@& .
TU appears successfilly to have managed the qvitch ljom .Wti*ancl segmenWaa to Mnmfon .
marketing tmdef a single logo across all caxalogues (22 in 6ummb 1992) rad - though
proAtability  is low - nothing appears to threaten its dominar~~

A 64 per cent increase In its capital in 1991 gave l&J1 adcii~onal  @WKM b@dng for frtrtha . . :
expan.5ion. .I . . .i... .” --“-..’ . ._ . * ._ , - ** - r: ;+;T .I. :.‘.. .

’ - -.’ .. .-“’
: :.. _ . :.. .,

Group history, structure and strategy .
TUI is one of the oldest  tour operators in the modern indusuy.  Although the TUI Group as such
was not set up till 1968, its toots can be traced to the fonation of TWrq&a in 1948 by fom uavcl ._
agencies - Amtliches Bayrisches Reiscbiiro (ABR), Dattsches  Reistbiiro  (DER), Hapiq Lloyd
and Dr Degcner.  The first three remain as minority shareholders (withlk39 pa cent each) aal- - ,.:ly. ‘.
~vcamajarsayinthenffiirsofthecompany:’NfurdDERrbYea~~fund(SttPlsothe
section on DEIL) Thc Dcgencr  name tives among the TUl subsidiaries. m itself was set up in
1968 from a maga of ‘Mropa with Scharnow, Hummel and Dr Tlgges. c co-on

-process continued with the absorpdon  of ‘Ihnsaaop?, Aktours and seuours In-.

In the last few ywfs IUI has also exppnded into neighbouring  ootbotmd  markas. with stra@c
r?thathanconuollfnglmnsantnu&ArLtintbeNethuiudrMdChonrs’Ib\PsfnFnacc,which
was fomcd through the merga of existing TUI infaws in F’rance and osha gmuP%

75



EtU Spsirl Repar No ~141 company ProdIes

fn MO’91 aon- ineats accounted for 29.1 pa cent of total tumovet.  Of this, 363 pa
cat ws from tour operating in Ausuh. Spain, Fiance and the Netherlands. 38.8 pa cent was
hut hotd opaau’ons  and 24.7 pez cent from its inbound agendas fn de&atloa countries. fhts is
excwve of so= saIc$ of the nrr Germany prodIEt outside its own borders.

7Ul’s links to drifncs are only indireu  through the companies with which it has connectforts either
bccausc they are a shaRJloldcr in one of its sharchol&rs  ot litrough its own cross-shareholdings
with the Hlpy Uoyd group.

Ownership: a tieI of compfexity I . . _. _
Weaving through the mass of cross-shartiidings in the Germrra travel industry to feach the core
of conlrol over NI is a complex task - as il is with olha anajar players in the German tour
operating business. What emerges, however, is a marked upstream pfcscncz of the rest of the travel
industry. fn particular travel agaxics.“as well as links to major radlaslmail  order group German
b a n k s  andinciinaiyorith  aldines. ;. _ : . . ._. ”

‘1’; _. -“*/ : .

TtJI’s current ownership stn~cture is a nflecrion of more than two decades 0f~fiRrgers  and
takeovers going back to the early 1950s. but also of a resvucnuing  imposed by ihc German anti-
trust authorities (Kanellamt)  in 1978. ?Ms became naxsary when thq Neckcrmann mail order and
tour operating (NUR) business was taken over by Karsta& another retaila. At that point Karstadt,
which had been the original partna of retaM& order group QueJle/Schickuianz  in sexting up
Tourbtik  Union International (TUI), had to divest itself of its holding in TUJ. .

The single largest current sha&~ldec In TourIstik Unfon International GmbH & Co XG, WNch
is tfre group for the German companies in TUI other than some spedalist  operators. is HS .
Touristic Betell&ungsgesellschaft mbH. This holding company was set up at the time of the 1978
resuucturing between QueWSchickedanz as a joint venture with anolha major retailer, Honcn At
the time of the original reorgan&rion HS had a 20 per cent stake, This has since been increased to
25percent . .. ._ . . w..
The owrmship structure of N Ho&g- KG is slightly ~diffcxnt  and in this HS and the three main
travel agency shafcholdcrs iue more pfcpondcfan~

Hontn’s ultimau shareholders include Westdeutsche Landcsbank and Kaufhof. ‘fhese two banks
also have dgnihant minority interests in dennany’s number two tour operator, NUR, through
stakes in the other major retailing chaio, Jbrswk Wcstdcutschc  LaMesbar&  a minority

+ shareholder in the numba three operator LZIJ, has a major stake b Horten as well. (Another
Hortcn shareho!& 1s Kaufhof, the parent company of ITS, wbicb in turn has stakes in Hapag
Uoyd - a company which owns a maja travel agency and a majof chartcx airlinc~) .

Three leading German travel agencies a3so bavc crucill  sakes in m. mex are Amuicbes
Bayrisches Rcisebiiro  GmbX (ABR), Deutsches Reiseb6ro  GmbH (which is tink& through
minority cross-sharcholdings)  and Hapag LIoyd Rekbiiro  GmbH (which is also a skceholdcr in
DER and ABR). Each holds lJ.39 per cent All tie wen not only associated with ‘Jburopa but
were also the foundas in 1967 (with Airtour Flugrcisal)  of Airtour Jntanadoaal. which was
bought by TUJ in 1970. . .

through these three travel agencies, TUI has axmectioas which stretch into most of German
banking, travel and govemment.  The &man government is ultimately a stakchoklcr in ABR via
the German railways and in DER via the railways and L&khansa Dcutschc Bank comes back into



Apart !?om its 10 per cent strategic stake in Hapag Lloyd AG. the parent of the mad largest
fk.nm’t  VJd JgcaCy  CompUry, NI OWU two oUlbou+t travel ageacics:~  D~~cOH in Austrir *

:: md Uluamr Express in Spain. Barb do incoming arid outbound businc~~ and have toltl operator
subsidi~ (Terra R&en and Ambawdor). 4

:.* . .
l

‘IUI does not own an a&line, but it is tied through cross-shareholdings  to Hapag Lloyd and to
Lufihvl~8 (ti thcrcf~x to Condor)  through the airline’s stakes ia Hapag Lloyd pad DER.
Touropa  Austria is a joint venwe with Au~rriah Airlines. _. : - : : .:-

- .

TUI’s ibe club and hotel chains - Robinson Club, Ikrotet, Dorfhotds  + BauerndlMcr,  G&&
PndRhl - tOgether Own 91 hotels. WI’s involvement in the club market is swng. There zre 22
Robinson Clubs for sun-and-sand destinations and five Dafbotels + Baucrndtlrfa  in n& loutions
fn Austria. -. ._._..-. --C--“*--^,_ .__w- --- .- -

Nevatlxless, ‘JU is stilf tooking for inveStment targuS io other European nlarkcts and fs expect&
to continue its vatical integration Into hot&s and clubs.

lhat is J Consuaint,  however, J$ tbc trtivel ogeacks  with stm&$c  shJrchoh%ngs  h m ud DER
8ppr to have coordinatd some segmenttion which keeps TWX out of some long hul ma&us or
muka segments in ada not to coifidc ~4th DU(IDUR

Group AnattdaI  pcrfonnance
TUl is not rcqufred to publish any thancial $gures and did not do So in any dUaI1 undf 1988/89.
Even now It does not publish consoMated  group results In the convenUonal sense of the word It



r

Ecu spxhl Repul  No Ml41 fzom$myRoalu

ihfts hsdf to fssuing a ptax jrolft dgure for Its German baa and a turaover figa for zk
g.foup wMch is the arithmttlczf sum of the sales of its component  pars No information is gi=t oh
htwgmup  silks and bow tky me (Eco& fix.

Tabte 9 ._
-M croup Saks) 198&a9*19!W91
mf -1

‘-JP
s9w9 1989/90 s99oB1
346.4

:Ei 1
.53Q23.. .-

TUTGuibH&CoKG 3a4.6 . . ’ 3.4867

‘YaraldingoclobeJ33.  . . - _ I.’ _. :.,’ :-: ._.:. _.

Soura: Company data.
A

. These results were achieved dtspite  some subst.antiol blows tq key &stinatioas &s ‘a result Of the
Gulf aids and the citil  war in Wgoslatia. Yugoslavia plummeted from efghth to 28th in the ?ZlI
populatiry  polls and bookings to all Nonh AI&an destinations md the e&tcrn Meditanaw fe&
in most cases sharply. Greece, tikey and Ihhia are aJJ major desthations for TUI, where it bls
hotel and inbound  agency investmetus.

Tour operating
An additiond  DM273S mn in sales ume from the four specialist opuwxs: Woltecs FUsea, a
ScrndiPovirspcdalin,~d~ughrlWpacentsinlrtownedbyDrDylenaRdsenInAusrrtr;
Take Off - a tart booking spcch&t  set up in 1989Ml and wN& took off rather sIowly; Sectours,
fu cruises; ud Air Coati. a Munich  based subsidiary.

I



Non-Gaman opmton brought in DMS622 ms hotds DMS99.1 mn and fncoming agenda
DM380.8  ma.

. .
Desthation investments
199tY91 renrJts  were clearly afkcted by the Gulf crisis and the civil war in i%go$ti  This is
rellected fn the results of the hotd groups and incoming agencies zr& in destination c&of- ‘Ibc
Saks of tht incoming rgendes in Greece (Ahtour GreeCeA Morocco (Iiolidays  &vices) and
Turkey mtur) were down, but none of these is 1 significant c&tfibutot to Ovd~ paformnnce.
The agencies in Splrn and Kenya improved thdr dormancy

Iberotd. which despite its name has hotels in Tunisir ud TMey as well ;u Spa4 lost grolmb;
while Riu. which is only in Spain, increased turnover dgniWntty.  Con~idttr&le clp~ity wl~
added in 19909 t . This tooned some of the results md dunpeaed athas as some of it was in
crisis affected locations.  Ibefo~el’s capital was fncreased in 1991 as a prdude to funha expansion.
This is 1WSy to include funha investment outside Spain _ .‘,

- ‘. .
T8bk 11 -.\. -
TUI subsidiaries’ financial pcrfornmact, 1990191
@M =w

Tumover %  dA*npoQ
1990191 PBd-

FW5nsoaClub(too8)’ 220.0 29.4
naotel(100%)’ M-0 4 . 6
Ddbolds + Bauemd&fa  (IcKH# 13.6 193
GTccotr!J  wlb)
Riu(49%) %I

-173
35.1

Hotd investments
~Icleulynow~rccomm~~upu!oflui;6rrb~nessuldtNsisoneoftherpwwhcrr
it has evatided fstest in recent yen. Iberotel and Riu together are Spain’s second largest hotel

0 The Ecomodl tnlelligulce Uldl 79



. .

Spah Is tk bdhg destination for TV1 in Gumany, foIkwcd by Germany, which moved WeIi
&ad Of Italy’s nurnbw three position in 199W91 with the impact of German unification.

Then were 180,000 bookings born eastern Gamany 0utGf a toA of &04~00 hoUdaymakers  on
RJI KG holidays In 1990191.  This was 71.1 p cent of the recor&d inawe of Z3.OOO. 9zSW
of fhc bookings from eastm~ Gumany w&e fat holidays within Germany: (A-r, Italy and
Hungary  wae the next most fawwd) TWO thirds of these bookings were for traift motoring and
self-wring JIolidays.

Trbk I2
-.. . ‘.-“‘.  ’ . _-.._ - . . . . . .._-. -1 c. :__. ..

.

L145.4
3395
246.0
2083
1956
805
75.6
736
62.4
44.8
40.7

12s.4
368.7

3po65

12.1
31.0
172
-21

-~ 27.6
-18.0
-353
165
283

E
133
-7.7
93



FUght plcl<lgcs PseQtiaUcd  in T’UI KG sales but did coasidcrabIy less onfl than most otha
types of holiday. Ihe numba Incrud only 1.6 pet cent to 1,844300  (61.4 per cent of the toul). :.
~~8OILga~dccrezteInthemnnbaOfrhontad~umhPllliliBf\tQICk~~~8
23.9 per cent increzse  in long haul  to 16s,loo. Rau ufps WQC up 22.2 pa cent ul a700 (8.7 pr
cent of the total).  special Tui houday trains (though actually  now shared wfth other  opaators)  are
a special feature of TUB product range, though one which other operators say is not -le.
Motorfng hdidays  wee up 24.9 pa ctat 10 SW00 (29.4 per cd of the total). Within this there
was a 14.8 pa cuu increase in the numba of self-catering holldaymakas  (522,200).  Coach
holidays are a smail(0.4 pa cent) and declining part of the total. accounting for just t%WO
hdidayrmkcrs - down6Spcrcunontheproviousyear.

Branding, marketing and distribution
Until the late 1980s TUIk product  line was based on t& it&&ted  brands: Tburopa  (for the
Mcditarurun  mass market), Schamow (8 rentals specialist). ?hnsEumpa@Imttibus
packages), Hummd (car and train packages). Airtours,  Dr ‘l’lgges  (culWstudy qips) arxf sorue
new additions. These included Mo Tours (for teens and 20s). Hit (for low cost tailor made
holidays basal on moduks)  and Robinson Club. Robinson Club, which began in 1971, foilowtd
rhe success!‘ul formula devell by Cfub M&iiterran&

It was a holidays-for-all philosophy which airnod to offir something for every age range and
pocket, while stopping short of packages cut to the bone along the iines of UK opawrr~. It wu UI
ap~oach that had grown in a somewhat uncoorc!inatad frshlon and,was due for renewal. When-
-l-U turuovu dipped by 1.6 per cup in 19W89 to DM3.135  bn and profits dropped 60 per cent to
DM2.6 bs management consultants were called in.

.:

fhc result. in late 1990, was a &E&l shift in’ Tul’s mvlraing$rategy  away horn 8 famiiy iif ‘.
brands to dcstinatlon  marketing back@ up by specialist brochures $bci~.the  ‘fUI name for-spedbe
markets (eg study trips). This chvige wasgreeted in many m with considerable scepridsm
because it meant the disappearance of,brand names which for many Were synonyrnou~ in G~w
with the growh of packaged tourism 77.R appears successfuliy  to have made the transition.
however, and others have fotlowai Only. four areas maintain a distinct idenrity:  The Robinson -. .
Clubs. the Tven Tours” products for the younga market, Ainour~ for aif pIckages with scbdukd
airlines (seven summer catalogues  and 211,oO passcagerS in 199Wl), Setours for auiscs rod
the specialist scat only operator, Hhf.

lU1 sdls its product  through agcncks to which it has granted a TUI liccnc& Tbcre were 3,834 of
these in Gumany at end Octobed991  and 206 in Swieerlanb  the Netherlands, Luxembourg
Austria and Prance (Alsoa).

In 1990 ‘IUI introduced its first franchise for kge rgencies (nuas~a of DM3 mn or more). ‘Ihtse
qualify for the derignatioa TUWrlaub-centcr. There were SO at end 1991 and a Mhu 30400
arc planned over the next gve years. Ia return for paying TUi OS per cent of turnow, these
agencies rcc&f training and management rssisuncC

In 1991 TUI introduced the coacep of TUI PM-Partners (Pro6 being short far pofessional) for
smaIla agencies. For agcncks with DMl mn ‘SW tumovc~ (or DM2 mn package uxnovcr,  or
DMS mn turnover  overall) TUI offers free shopfront material and btingS. Feference fat catalogue
and sales brochure delivery, marketing assistance and priority on training courses. h exchange,
~requir~smmlinwindowLo~deMted(o~promotionsud’Jlfl~trrbe
promhlenuy displayed inside the shop. .



,=tJ SpecrJ Rqm No Ml41 Whh

nn~ag~wltha?IflUcuwe~to~eithaIfSorNURboUdryr--rn~ve
dcoling -gwrat which has the blessing of the cartel 2u1hoal!ic2  aqd more recently the COWLS
(see~noa1?Sf~moreirlfaFItionXIldwbiCh~~ffunoLbaeodullengcdbytbe
rgencks.

Ukc X numba of the large opmmrs In north& E.urop~ 7Ul prom- astomer loydty Wough
xn in-house credit  cad (Unkcd to Visa). which enables it to offer payment tams. Special se&ces
Wed to rhc card are seat booking (for a fee of DM20) and I house guarding service (DM65 fa
each day’s hcitiuxy). . ,

. . TUI outside Gcnn?ny
TUl hk nine tour operating subsidlde5  of wociam outside Gemany,~twi  in Auslrir.  o& in

:;.. ! . . .

S~n,oneinh~urdonciatheNethntmds.lheyuetorllintul~mdprapbsesTUI
subsidiaries even if anMust considerations or con= not to ~WC the impression of a Ganuin
Wvet’appes to be keeping TUI from majority $&es in some cass. : .. . .‘. . .
‘TUI has been established in &ia for several decade& The subsidiaries @ecialising  in At&Can
business, Terra and Touropa, are heId through SuI’s Austrian travel agency subsidiary, Dr Degener
R&en. ‘TBe others are more recent acquisitions  The a&es in Mce of the Netherlands and in
chorus Tours of hance were investments spccitically in lszzxning a8 outbound  operator in atha;’ mukeu. The Spznish tour operator Is * offshoot of the purchse of a travel agency (UluatW
Express) in ordtz v) fuve an inaming outiu, but is growing as Spain’s outbound ma&t ~IWS.

7ht TUI conrecr.ion is not promoted by any of these operators, which fftzin Weperdau  identities
in their tocal markets. They contributed IO.6 per cent of group turno~ in,lWQ91,  though overall .
theirtumoverfeUbyl.Ipa~ArksurdToiuopam~gedtohpldtheithcodsrbovew~,but
the rcsulu  of Ambassador, Tena and the already ailing Chorus TOM we aff&ct@ by the Gulf .’
~JKI Yugoslav aises. (‘&se caIcular.ions are base4 on projcaions  in DeutscAan~ti  to cod October
1991 and do not necessarily correspond to final data from the companies &mselvcs.)

i. . ‘.
. . .

Table  13 . . ;- .;. -. _. .
The contdbutioa of aon-cemula  tour oplc&g ic;ieresi.s to TUI cro+ tluaovcr,*“* b9oni
(DM -1

Lwe! of Lumow
1ad&din199&91~ ,%cbUQc=

F0-d prt- Y-

&kc Rcim (40%). Nct&aimds 269.6 0.7
Toumpa Austria (so%), Ausllia 1183
chaus Grwp wow, Prxne .I103 .:x
Tara R&al Ialaapdoaal
NO%), Ausnia 232 -10.4
Am- mrs (77%). Spain 40.8 -79
aid -. -1J

‘Atcnd19!31,luIbckf459%daKlNL
sOuTZluI.



TWX in the Netherhds
TUIhasa4OpucztuszakeinMce- the Nezhulands' scamd largest tour operator @thfad
Holland Intern?tiorsl),  which h purchased  fn 1989, Of ail the tour operating spbsidl&S klpe f8
the biggest siogk contributor to the balance sboet, accounting fa 32.6 per cent of ail Ooor
operatfng aalvity not consoUdue4  in the TUI KG rest&. Ark& business uavel fnmrt!sB
(13-U per ccru of the total Dutch business travel market) pt an exception in ‘WI’s otbawfse
holiday based pmfik. As Arke IS an aMate aflU& W 2 subsidiary and is the number 17 h
Europe. it is deah with in a separate section. ..: . .
TUI in AtJstria
‘IUI is firmly entrenched in the Austrian market. ‘rouropa. ova w&b TlR has joint e0nU0~  with
Aunrfan Airlines, the kading Ausvian tour operator selling under the TWopa urd w
names, but has been toppled from its pexcb by ST’. lhropa is dealt with as WI independent
company in Ws study as it is consolidated on an equity basis rather than on a rumover basis  ia *
rcsuhs of both Dr’ Degener Reisen and Austrian AirlInes.

In addition, TUI controls Tan Reisen international.  the Ausui~ tour operator linked to tk Ix
Degencr Reisen travel agencies in Aumiz Terra’s results in 19%‘91 were affected  by the loss Of
self-catering business to Yugoshvir It is a vaiue for money specialist in h4editaranean
destinations with a pticukr emphasis on rattals.

‘IWI in France
NI took 2 40 per cent stake in SFTA SA, a French tour operator selling under the Chomr brand,
in 1989. This was incrusad co 453 per cent in late 1991. chorus Tours (formerly chorus) is tht
result of a merger of Wee groups: Touropa, A.&ours and Crufsair. Tul’s partners in UKKU Tours
are Haves, Selectour and the Hdiopoulos. As Chorus Tours is an affiliate of TUI it is d&t with
separately in this snrdy.

Choms has so faf not been a successful Inyestment for TUI, losing an amount equal to 2.8 pa cent
of turnover in l988/89; 0.7 per cent of turnover in 1989/90;  and in 1-1 turnover fell by
3.6 pet cent as a result of the downturn in budness in Tunisia and Morooca and the company
again made losses.

in France, SFWChonrs  is jn a joint venrure with Air France’s tour opentlng subsidiary, Sotair,
for development of the Atoll CRS. Sclcctow,  one of ‘IUS’s partners in Cbcrw. is also tied into Air
France through  an investment subsidiary (In which other sbareholdas are Ads and the upmarket
rental accommodation specialin, Rkrre et Vacancc5.)

TUI in Spain
WI’s tr2vcl agency Investment in Sprln is the largest tingle non-Gaman c0ntributm  to group
results.

DM283.5 mn was aJlocatal to the group from TWO 77 per cent stake in 199W1, an incrwsc  of
12.5 per cult. (ITS subsidiary Holland Imemadoaal @II) has a fixthx 10 ;# cent in Uhramar tn
wh;lt;LppWstObeanulomdousdeupw~~predaesthcrTSofwwaofHt’IhestnkeofArlre
in Royalcur alongride MJR was also anomalous, but arose for similar rcas~~.) The Ark stake in
Royahr has now been passed to A&e’s controlling shareholders.. .

0 The EcofmmisL lnulligcnu  UdL a3



As well 8s htndln~ incoming  business for TUT,  UImmar Express is a iwry llcdged  travel  twacy.
sdlfng outbound travel  as well, barb from the prog~mma  of its own mur operating subsidf=y
wnlbssadof~ brochurs 8nd from those of olha Spanish opcmofs. Sliming in lalc 1991 wtnmar
Explnss WIS aptning ten m ofzices which will bring \he amber of outlas to 77.

: ., ‘. . . .
-

.
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ATTACHMENT 3

Translation of letter from Oeutsche Bahn dated 8 Juni 1994

Mr. David Collier
Vice President

German Rail Distribution through SABRE, your fax of today

Dear Mr. Collier,

we regret that you did not attend the meeting between SABRE, DB, and
Start on 28 April, 1994. During this meeting START and 08 stated their
reason and explained the background for the negative decision of the use
of the Start board in SABRE * PC,s.

Let me summarize those results for you from our point of view:

START as competitor of SABRE within the German Market would have
never discussed this solution without the interference of DB.Start  is of
the opinion that the availability of 08 through SABRE terminals would
result in a considerable loss of advantage for Start within the German
market. Start has attended those discussions and meetings only by
request and invitation of DB. The negative decision has been explained
and clearly verbalized by Mr. R tter, Managing Director of Start. In
addition, Mr. R tter stated during this last meeting clearly, that the use of
the Start-board would grant SABRE full Start- functionality on SABRE-
PC,s, which would mean that Amadeus and other usgs, which can be
booked through Start could have access to those terminals as well. To
summarize this statement in simple
words: SABRE would install Start-Terminals with the SABRE logo in
front.

For SABRE and all other Computer Reservation Systems, the
so called Stan-board solution would have been the only short term
solution for full usage of the DE-functionality. DB has invited Start to
attend all technical discussions in order to discuss this solution
right from the beginning with the liable partners. Afterwards the
commercial terms should have been discussed.



08 seeked and still tries to seek moderately priced alternatives to the
distribution via Start. Mr. Airaut stated in the meeting on 28 of April that
SABRE would not offer any economical advantages for 08.

Additionaly, the evaluation of a market study has shown that the
expansion of the 08 distribution via SABRE would not result in any
additional market shares for DB in Germany.

Furthermore DB has explained in the meeting on 28 April that DB is not
willing under this prerequisites to enter a conflict with the other Start
parent companies Deutsche Lufthansa (LH) und Touristik Union
International (TUI). Those both companies are definitely not interested to
make the START-features available via SABRE. On the contrary Deutsche
Lufthansa is via Amadeus in Germany with the marketing organization
Start Amadeus direct competitor of SABRE.

Also Deutsche Lufthansa und DB have a very close working relationship
in many areas, this relationship would be influenced in a very negative
way by an uncoordinated
action of Start.

This means that from DB,s point of view there are a lot of disadvantages
and not one advantage. We did not proceed with a technical solution
which would have not been a perfect solution for all parties involved. Our
decision has been based on commercial aspects as well.

From our point of view not a single argument has been changed since
our last meeting and therefore .Start and our company are holding on to
our decision which had been
communicated to Mr. von Heintschel, Mr. Mapp,
Mr. Trounce and Mr. Walker

With best regards,



Oeutsche Bahn m ..

Mr. Oavid Collier
vice President
SABRE Europe. Middle East and Africa
2MS srahes Road
HounslLow - Middlesex lW3 3%

Fax:CxWai 5724099

Deufsche Bann Oistribution in SABRE; HV Fax WI heute

0. Juni 19%

Sehr pehner Herr Collier,

b6daueriichenhse  haben  Sii nicht pers&Mch am gerneinsak GesprZch twi-
xhen SABRE. 08 und START am 28. Aprtl d.J. teilgencmmen. in dem START und
06 be negative Entsbidung kzslgikh des START~br$Ein~e in SJWI&
PCs mitgtieilt und begrrjndet ha&n. -

Lassen Sic mich deshalb such 6iese Ergebnisse firr Se aus unsefer Sichf noch
einma! zusammenfassen.

STAW als Wettbewrbw kn SABLE im &utschen Ma&t Me mit SAME fiber
diese LUsmg  vm sich aus niemak ve&arMt, weil mh det VeffGgbariceit van 08 auf
SABRE-nfmineb fGr START eirt entsd&ldmeer  vofspfung vof deln Nliwwrbt
entfah tide. START hat die tschnisdwn Gesp$che nur auf Wunsch und EInla-
dung mn D6 OefQhh Die msge hat Herr ROtter a& START-Gesch~~rer  kkf
f0ffnuMt tmd begrilndet. WOber hha~ hat Herr RWt bei diesfn Trek such
ausgeffhn, da0 mit dem Eiiatz dea START-Bards v&z STAR%FunktlonalMt ati
SAW&PCs Me, d.h. such AWUEUS wrd andem  Lelstun@tt4ger,  de Ober
START buchbar sind, kdnntefi den Zqdff diwx Terminals fmkhaffen. Urn OS in
elnfxhen Wonen zu sagen: SABRE w&de START-TemGn&s intialliwen.  auf denen
au&n SAME st(5nde. c -



FOf SABRE und alk an&en VertMss#eme  war die START-WLbsung  aber . -
d i e  eintig kurtfdstlg te!chni& ZIJ reat&ief& M6glichkeit WI irbef D&
funk$onaiit%t zu ve&gen.  08 h a t  STM~ N &HI techn&chen Gesptichcn
hinzugezogen,  damit dies veMdTii bespm wdw Wtttte.  AnschlieGend
soilten die kommerzietlen Bedlngungecr  vwhanbett wecden.

06 suCmo und sud?t hdtefhin  pf’&~w!Mre  ~l8rnatiV8n  ZUm Vertri8b f&W START
tu e-m. Hen Airaut  van SABRE ha1 noCh 8m 28. Apri dJ. damif vefwies8n.
da0 SABRf bei dleser Mung keine wirtschaftfichen Vorteik tirr 08 anbieten
tine.

Eine Untersuchung des Marktcs hat zudem erge&en. da0 mit c&r Ausweitung des
Vertriebs rj&er SA8RE keine ZuS&Ziichen MaMpoWHiak  ti DeutscMand
erschlossen werdeo Lttin8n.

06 hat dam b&n T&fen am 28. April  d.J. weitw ausgcfQhr,  daB 08 unter  diesen
Vorawetzungen nicht bereit ist. in then tint&t mit den b&en anderen START-
Gese&chaftem,  OeuttEhe LufMnsa (LH) und touristik Union International flUI),
einzutr81en, die ktin lntetesse c&ran haben, START-Leistung  Otxr SABLE vedOg
bar zu machen. Ganz im Gegenteil, die Deutsche LuMansa ist Cber AMADEUS in
Deutsohland mit der Ve?matMungsoqanisatiun START AM&EUS direkter Konkuf-
rent won SABRE.

DurWer hi-us arbeiten Deutsche Lufthansa und 08 au! vieMtigen Gebieten
rusammen,  die van einem nicht bgestknmten  Vorgehen bei START sicher stark be
eintfkhtigt wirfden. -.

So steht einer ganzen R&e van N;tth!eilen  k&n einz*Qer Vor7eil ft2r 08 gegenirber.
Da vvir unter kommenierlen Gesichtsgwrlden entsdteiden.  haben wir damit eine
ttinischc  tdsung, die tirr alle 8eteiQten nur eine NotW~n$ gwesen tin, nicht ’
weiter V8fiOigt.

Aus u&W Sicht hat sich seit diesfn Termin nicht ein einziges Argument vtin-
deft, daher stehen W msam mit START hhtor den Entie’dungon, ‘die lhrsn
H&w v-on tleMlsch@l, Aifaut, Mapp, trounce und Walker mitgeteilt. ausfShrH
eatwt und begtiindet hufderl.

i.V. Balzer

cc 71-o von Heintschsl



Amadeus Worldsmn

Gdilco  Inlcmrdon~l
o?a~  U’or l-hggms Road
Roumonr.  Illmo~r  eoOlS
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G A L I L E O
I N T E R N A T I O N A L

Booking Fee Comparisons

(A Competitive Revieydfby-t’brtkipant  Services)

~1 Prices effective April 1.1996 for transactions Pewrated fromEurope

Galileo SABRE

Full Participant 2.34

hterac tive Display .23

Interactive Sell .23

Ticket Fee .oo

Credit Card Auth. .oo

Base Fee % Savings with Galileo

2.52 2.68

.27 .27

.27 .40

.oo .62

.oo .12

7.2% 12.7%

2.68

.28

.28

.oo

.oo

12.7%

(AlI Fees expressed in ECUs for ease of compG..on)



CERTIFICATE OF SERVICE

I hereby certify that I have this day served the

foregoing motion and response by fax on United and Lufthansa,

and by first-class mail on all persons named on the service

list attached to their joint reply.

. I .
April 23, 1996


